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quality of 1.5 Mbps video, but will ease the entry of as Mbps

competitor to the cable industry.

• the attempt will prove not to be viable, but various niche markets
will be identified, which can be profitably served by LWBS when

the telephone company withdraws and in other geographical
areas where video dial-tone has not been introduced.

There are other possibilities, too. The main point is that an energetic telephone

company initiative in video dial-tone could well provide low risk opportunities for LWBS.

Direct Sales by the Movie Industry

Regardless of what happens with video dial-tone, the cable industry is expected to
provide video-nearly-on-demand using digital compression over 5 Mbps circuits.

(Compression will be employed so as to provide the necessary increase in capacity.)
Once this technology has been established in the market, there will be other interesting

possibilities. It is no secret that movie studios would like to cut out the rapacious (as they
see it) cable middleman. While it is essential not to underestimate the challenge of creating a

new distribution system (in a marketing sense), it is clear that the possible synergy
between the film industry and a residential LWBS operating at 5 Mbps per channel must

be explored. Nor would it be necessary to wait for the 5 Mbps code~s to become
affordable; LWBS could provide residential service with analog transmission, though
offering fewer channels.
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VIII. CONCLUSIONS

The particular nature of the U.S. telecommunications market at this point in its history

provides LWBS with four distinct advantages of very high significance:

•. There are specific, established markets in which it would enjoy a
competitive advantage immediately and other potentially highly
profitable markets it can target in the near future

• The more rapidly local telephone companies seek to upgrade their
infrastructure and the more rapid the growth in the mobile services
market, the greater the market for LWaS

• From a public policy standpoint, it meets an urgent need and
should therefore be well placed in the regulatory context

• As an asset, its spectrum "real estate" will continue to grow in
value, the more so since LW8S can use it to provide transmission

for almost any fixed point application.

Tamet Markets

LWBS is in no sense dependent on applications and end-user services which have

yet to establish themselves. The following markets exist now and are growing rapidly:

• local digital private lines

. employed to reduce costs

. employed to achieve redundancy

• local ends for wm-\vay videoconferencing, on a dial-up or private
line basis
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Additionally, there is an almost immediate need for backbone transmission for new

mobile selVices. In the near future, there will be potentially more lucrative, albeit more risky,

possibilities in the residential video marketplace. Moreover, business and residential

services can CQ-€xist on LWBS.

The near future promises to be a time of unprecedented turbulence in the business

side of local telecommunications markets: new selVices, new pUblic policies, new corporate

strategies, new alliances. While turbulence is anathema to the forecaster, it seems safe to

conclude that it will favor those carriers 'Nho can adapt rapidly to changing marKet ronditions.

In this respect, LWBS will enjoy an enormous advantage over its wire-based competitors.

It will be able to serve new customers almost immediately, wherever they are located in its

area. Because installation costs will be low, customers can be added with much less risk

that their traffic will be insufficient to justify the expense of connecting them to the network.

And it has more freedom to change its overall mix of services - two-way versus one-way.

digital versus analog, high bit-ratelDandwidth versus low - in the light of evoMng patterns of

demand and changing potential for profit

Significance of Infrastructure Uoarades by Others

Massive attempts to promote dramatic new telecommunications systems tend to have

a paradoxical effect: they often advance existing or new, but less sophisticated. systems,

which meet some of the needs at which the dramatic newcomer aims. An example was the

way in which attempts to introduce two-way videoconferencing in the 1970's worked to the

advantage of audioconferencing, which still enjoys by far the largest share of the

teleconferencing marKet

We can expect the serne to happen as the RBOCs and other telephone companies
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seek to deploy integrated digital netNorks, whether ISDN or optical fiber-based integrated

broadband networks (IBNs). One reason is that, if such efforts are successful, they will

increase the size of the market for local digital services to support new applications. Given

the relative size of capital investment in it, LWBS needs only a small proportion of this

marKet to be highly profitable.

The other reason has to do with timing: ISDN cannot be deployed overnight and, even

under optimistic assumptions, the deployment of IBNs will take decades. A substantial

problem for both is a lack of proven applications. In the case of ISDN, new applications

are needed to stimulate the interest of business OJstomers. In the case of IBNs, regulators

are likely to need convincing that revenues from new applications will play their due part in

ensuring the economic viability of the proposed infrastructure. In consequence, some

substantial delays can be anticipated between telephone companies successfully creating

interest in new applications and their being able to provide cost-effective transmission for

them on a Ubiquitous basis. While significant delays may not occur for large business

customers and for those who happen to be located where they can be served efficiently,

they are likely for many medium-sized and small customers; the more useful integrated..
digital networks tum out to be, the more the latter will be motivated to tum to LWBS.

It may also turn out that attempts by the cable industry to upgrade its systems, for

example, by adding compressed-video digital channels, will play into LWBS's hands.

This, however, is more speculative.

Public Policy Issues

L\fl/BS has a great deal to offer regulators at both federal and state levels:
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• it supports, and can be expected to expand the adoption of,
applications of importance in improving public and private sector
productivity: videoconferencing, interconnection of local area
nen/;/orks, telecommuting, and so on

• it provides an economical platform for the development of new
applications. One of the most serious obstacles to "fiber to the
home" is a lack of credible applications

• it promotes competition in the IocaJ market (certainly the local
telephone market, quite possibfy the cable television market as
well)

• there is no associated problem of cross-subsidy (or pressure to
aa::elerate Ioca/ exchange carners' depredation rates)

• it raises no issues of industrial portey, a matter of serious
importance to at least two current FCC commissioners.

To be in the favor of regulators certainly does not guarantee commerdal success, but it is·
unlikely to do any hann. And it can help; it certainly helped the cable television indUStry at an
earlier stage in its history. ~

The Future Value of the Radio Freauency Spectrum
One of the few certainties about future telecommunications markets is that the radio

frequency spectrum will continue to be a very valuable resource. In general, however, the
laws of physics dictate that many portions of the spectrum can be used for some
applications, but not for others. LWBS, however, is a generic, spectrum-based service

which can provide transmission for goy application requiring the transport of signals ber""een
fixed points in the same locality. This fungibility will make its spectrum rights al/ the more
valuable.

... ... ... .. .. * .. ...
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The purpose of this study was to provide a selective overview of the markets for local
transmission services and to make a preliminary identification of potential markets for
LWBS. It is dear that choices are available among some attractive options. It is also clear
that, at a broad strategic level, it will be excellent1y matched to the telecommunications
marketplace of the 1990's and the early part of the next century.

.-


